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I - INTRODUCTTON 7 


The prosperity and security of the whole Free World depend on 
sufficient availability of energy on satisfactory economic terms. 


During the next ten to twenty years, oil will provide the main- 
stay of the world's energy supplies. 


In practical terms, because of the size of knowm reserves and the 
lead time for finding and developing new oil and other energy resources, 
the world's growing needs will be supplicd predominantly by huge 
increases of oil imports from the Middle East » mainly tho Persian 
Gulf area. 


Directly connected with the anticipated lerge advances of oil 
imports, the consuming countries will face another set of problems. 


The cost of oil imports will rise tremendously with extra- 
ordinarily difficult implications for the balance of payments of many 
consuming countries. 


There will also be serious problems caused by unprecedented 
foreign exchange accumulations end the international use of such funds 
in the case of some of the major oil producing countries, such as 
Seudi Arabia and Abu Dhabi. 


We have also been witnessing a complete chenge in the political, 
economic, strategic and power relationships between the oil producing, 
importing and home countries of international oil companies and the 
national oil companies of producing end importing countries. 


An energy policy for the oil importing countries cannot be limited 
to the Atlantic Group of nations but must include Japan, the Free 
World's second strongest single economic power and one of its largest 
oil importers. 


It should also encompass other developed nations such as South 
Africa, Australia and New Zealend and should teke account of the 
position of oil importing developing countries in Latin /merica, 
Africa and Asia. 


But the policy and organization as suggested here will refer 
mainly to the Atlantic Group plus Japen as the nations with major 
Je world influence and responsibilities. 


In the following review we will decl as comprehensively as 
possible with the set of issues and changing relationships posed by 
-oil problems during the next ten years or So. The analysis 
demonstrate the urgent necessity for the early 
cy for a new Atlantic-Jananese 
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Mant 
prospect Menai en acre coe aap devoted to the present and 
y demand 
Europe and Japan, as well as the Free World as a ie eee eens 


ation unduly with figures. I will onl 
. y refer, as 2 point of depar 

eat sate unanimous conclusion that from coe on - eeitign 

the early eighties - U.S, energy requirements can be met only by 
very substantial increases in oil imports. If present U.S. policies 
and trends are left to take their course, cil shipments from abroad 
will advance from about 4.7 million’ barrels per day in 1972 to over 
11 million barrels per day in 1980. 


As far as our allies are concerned, they would except for the 
promising developments in the North Sea and the unknown potential in 
Japanese offshore waters or in other "safe" areas, have in general 
very limited, if any, possibilities of developing dependable alternative 
energy supplies based on synthetic oil or gas because of their rela- 
tively small coal, shale, end tar sancs resources. But even with the 
most optimistic estimates for North See developments, the oil imports 
. j of Europe and Japan combined are estimated to advance during the same ' 
eA | period from some 18 million barrels daily to 30 million barrels daily. z 


I do not plan to repeat this analysis or to burden this prescnt- | “8 oy. 
t 
4 
t 


~ : 4 The preponderant part of all these imports - for the United 

ey ae States, Western Europe and Japan - would have co come from Middle East 
= Serie tee a producing countries. Their output would rise from 18 million barrels t 
j daily in 1972, to en estimated 35 to 40 million barrels daily by 1980. ‘ 
4 The United States will, for the first time, compete with Europe and ’ 
. Japan for major oil supplies from the Middle East, whose share in ’ 
total U.S. oil imports weuld, by 1980, emount to ebout 50 to 55 per j 
cent and in those of Western Europe and Japan to about 75 to 80 per 


There is little doubt that Middle East oil reserves are ‘ 
but without very large new t 
obably during the Nineteen f- 
| 
é 


cent. 
sufficient to cover these requirements, 


discoveries this situation would change, Pr 


Eighties. 

The USSR will most likely romain self-sufficient in covering its 
oil and other energy requirements end may, on belance, continue to be 
an exporter of oil and naturel gas. 
evant for the 
The totel 


terials, mostly oil, may, accord- 
$24 billion 


Let me cite two more sets of 
formulation and urgent implementation 


by 1980, 
= eres pinio70 ak tivel: The revenues 
a AAdL a eigen ‘eee y* eentatively be estimated at 
$40 billion annually by 1980 - as against $9 billion in 1972 - 
di Arabia cecounting for as ™ half of 
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S Saudi Arabia and 44," 

tal. In some of the countries, such as Ate 

perp large part of these funds could not possibly be absorbed in 
their internal economies. 


The United States thus must share with Europe and Japan the deep 
concern ebcut the physical aveilabibity, the torms of trade, the 
balence of payments impact, and the investment and monetary consequene- 
es of heavily increased oil imports. But the United States, es the 
only super-power of the Free World with global commitments for its 
defense, carries the additional responsibility cf protecting its cap- 
ability thus to perform, expecially since the Sovict Union and, for 
that matter, the People's Republic of China do not primarily depend 
om external sources of energy. The United States simply cannot afford 
on ever-increasing over-dependence for its oi] supplies on a handful 
of foreign, largely unstable, countries. Otherwise, its security - 
and that of its Allies + @S well es its Prosperity and its freedom of 
ecticn in foreign Policy formilation will be in jeopardy. But the 

- nically manageable 
alternative - and thet is to point its energy policy toward accelerated 


development of its large domestic rescurce potenticl]l for conventional 
and synthetic hydrocarbons and nuclear energy. 


Even though such alternatives may now look expensive, the cost of 
foreign cil imports is likely to escalate 


continucusly, and will sooner 
Or later - and probably sooner rether than ister - approach the cost 


of alternative sources cf supply that cculd be developed in the United 
States. 


If all realistic actions to increase its domestic energy supplies 


were to be taken with utmost urgency, U.S. dependence on total energy 
imports by the early Nineteen Eightoes might be limited tx perhaps 
eround 20 percent - instead of Somewhat sver 30 pore 


ercent if present 
trends were permitted to take their course. U.S. oil imports at that 


time would be substantially lower - Perhaps by about one third - than 
they would otherwise have been, and Probably weuld not exceed the 
"danger" level. But, as cf now, continuing dependence of Eurcpe and 
Japan on Middle East ofl - and to an important degree the United 


States - appears to be inevitable. And the build-up of Middle East 
oil revenues will reflect thet. 


So much as a Prologue for defining the stetistical magnitude of 
the problems that the United States, as well as our allies, will have 


to face and that must be coped with by now policies dealing with our 
developing energy situation. 


Notice: This material may be protected by i eich ap 
(Title 17, U.S. Code). This copy may not be fur 
seeroduced or distributed without the speciic 
authorization of the Hoover Institution Archives, 
Stanford, CA 94305-6010. 


there are equall ae <~ 
qually relevant 
> Uae and strategic future of the 
ere the result cf a fundament hang: 
in the relationships between the international oil Acca sng ae i 


the t j _ 
the international oil aid eae ae Se cee cceniceten of 


Let us just set the scene by summarily describing the 
postwar period. Based on a dramitic patenaion of cil a Deiat comypecr pe - 
exports, marly in the Middle East, the international cil companies 
effectively supplied the bulk of the cver increasing energy requirements 
of the Free World. From 1946 to say the late Nineteen Fifties, the 
companies - on the basis of their rich Middle East sil concessions and 
at least indirectly benefitting from the immense strategic, political 
and economic power of the United States - were able to dispose of their 
oil reasonably freely cnd on favourable ccemercial terms. 


Moreover, the United States itself wes on balance independent of 
foreign oil imports and possessed a sizeable reserve productive capacity 
from which our Allies eculd benefit substantially during the Iranian 
and with some short delays also during the first Suez Crisis. 


By 1960, when the Organization of the Petroleum Exporting 
Countries (OPEC) was established, the relative power positionoof the 
United States was beginning to decline as Europe, Japan and the USSR 
acquired new strength. It was also the time when the developing 
countries began to play < more important role in world affairs. The 
timing of the establishment of OPEC and its ever-growing influence in 
international oil operations was beyond doubt cise in part at least 
the result of a certain inability and inflexibilty of the international 
cil industry and their home governments to anticipate, assess and 
edjust to the changs that had begun to erode their previous para- 


mount position of political and economic influence in oil producing 
countries. 


During the next twelve years, from 1960 to 1972, OPEC and its 
members patra in achieving, to begin with, minor increases in the 
government take of ofl producing countries, and since the early Seventies 
in enforcing a quantum jump in the royalty and tex payments levied se 
their production, in 1972 by the so-called participation agree 

and assuming present arrangements 
aa on immediate 25 per cent interest 
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concessions will also heve reveited from the oil companies tc the 
Venezuelen Government. Algeria, Libya, and Lf1cq heve already taken 
over a very substantial part of the previously fereign owned 
production, end the current Indonesian oil contracts also leave the 
Indonesian Netional Oil Company free te dispose of a substantial part 
of the cil discovered by foreigh cil compenics. 


: During the seme period, the U.S. domestic cil outlook underwent 
drastic changes and its reserve productive potential began to disappear. 
By 1972, with imports of close to 5 million barrels por day, the United 
States had become one of the largest importers of ofl, with the 
prospect of a continuously increasing dependence cn foreign oil. 


With this background, let us now shortly review the new ‘ 
situations and constellations of the various countries ~ preducing, 
importing, and home countries of the international oil companies - 
in the international oil trade, and assess the problems facing the 
Atlantic World end Japan which aust be considered in the formulation 
of a redlistic energy policy. 


Culminating with the conclusion of the participation negotiations 
in 1972 - which may still turn cut to be not the final round of nego- 
tiations - there is little doubt that the major oil producing countries, 
especially of the Middle East, have acquired an immense potential for 
pewer - as long as at least two of the more important producers cre 
able to maintein « reasonably united front. In the ense cf Saudi Arabic 
alone, we face a situation which, within a few years, gives thet country, 
with its overwhelming lead in reserves and precuction, 2 pivotal role 
in supply. 


As discussed, their power is based not only on their effective 
control over immense oil resources ©n which the security and prosperity 
of the Free World have become dependent, but will in due course derive 

ra 4 also from their control over unprecedented finencial resources which 
they will be able to extract from the cil purchssers. Moreover, large 
ims monetery reserves will give them the freedom to restrict their oil 
production for political or any other reasons, oven though they would 
thereby forego current income. 


ies will be able to 
ot only based on 


D There is ample precedence 
ao ad ’ ¥ of the oil compenics and their 
restricticns on production; 
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/ the Prohibition of 
e 
circumstances even ert on Nag 
Venezuelan oil le 


over oil operations, 


This list could be oxt Fally under fors 
end = 
activities in about ony se tae fee excepti 


To all intents ond 
Purposes, fiscal errengemcnts end ) 
by tip pees ee subject to nearly unilateral datepinntiay . 
ries e 3 a a 
Teta Rea “aa in the demands leading to the 


ign private ownership. 


on to foreign cil 
educing countrics, mF, 


Peremptory demands for national ownership of tanke 
reinvestments in oil exploration, ae ht 


and other related industries are 
of levels of production and the s 
servation, economic, political 
“recognized” methods of contre 


rensportation, 
refining, petrochemical, LNG facititics, 
bound tc be made. The establishment 

ize and direction cf exports for con- 
or stratcgic reasons are also by now 


1s as exercised by many producing countries. 


In this connection it is perhaps notewc 
of the tremendous ofl resources of the Middle East does not reelly 
reflect any extensive industrial involvement -f the economies of their 
countries or any important contribution by their people tc the huge flow 
of oil outward and of revenue backward. The cil producing industry oper- 
ations in these countries - whoever owns them - are licited fundamentally 
to a small enclave, transforming an export of liquid gold from under- : 
ground into a reverse flow of sclid gold above ground. 


& 


yrthy that the develcpment 


As mentioned earlier, naticnal oil companics will in due course 
become the largest group of crude oil sellers in the world. ven though, 
under recent arrangements, a substanticl part of the naticnal companies‘ 
entitlements will, for some period, be scld back to their foreigh partners 
for distribution through their marketing channcis, it is only « motter 
of time before the national 011 ccmpanies will probably dominate the 
market for non-integrated third party sales of crude -il. They will 
beccme major suppliers to national oil companics in many of the 
importing countries of the world and will probebly also deal directly 
with the foreigh refining and marketing affiliates of the international 
oil companies. In fact, effective competition in crude cil sales be- 
tween the producing affiliates of the international oil companies and 
their partners, the national companies of the producing countries, may 
from a practicel point of view, become very difficult if not impossible, 
as the producing countries’ governments might not only establish the 
levels of prodcction but will also, through their policies, determine 
the tax-paid cost and the prices at which the greatly increasing quanti- 
ties of crude oil to which their companies will become entitled will 
either be sold back to their foreign partners or offered by them to 
their own customers. 


le¢ with the ion of crude cil sales, the national oil 
electenee oe ae least pena majcr producing countries will obvicus- 
ly work out deals for joint refining and marketing in importing countrics. 
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Likewise, the pr ducing countries, by taking over =mership or centre} 
of on ever-expandiny, teuker flect ts carry ticix oil exports, wil) 
thereby n-t only increase their revenues, but further enhance their 
power over the international oil trace. 


With Seudi Arabia, which wili probably beccme the largest Middle 
East producer by far, being unuble to absor’ its vastly expanding cil 
revenues in its lccal economy, it is quite possible that by the carly 
Eighties the surplus funds annually evailable to it may be of the order 
of $15 billion plus. The large end continuously growing inflow of 
foreinn funds that would accrue to the treasuries of a few Middle East 
governments, and to a small number of their privileged citizens, will 
far exceed any accumulation of foreign exchange holdings in modern times. 
Realistically, such amounts cculd prr} avly not be placa! into long-term 
or short-term investments yeor-in yonr-cut without risking severe 
international repercussicns azd potentially extonsive restrictions on 
the free flow cf capital. It is most unlikely thee the United States, 
or eny cther developed country, would permit ccntinucd massive foreign 
investments on a secle that could conceivably ult in forcign take- 
overs of important companies and industries, Moreover, the reverse flow 
of dividends and interest weuld soon edd an additional unmaneseable 
balance cf payments burden to the oil import bill of meny countries. 
Nor could the short-term money markets handle such “excessive and most 


likely very volatile funds without undermining the world's monetary 
arrangements. 


zt 


The dilemma confronting us is acutely cistur’ing as any 
proliferation of international restrictions on ecpitel or short-term 
movements of funds would, in ond by themsleves, be mest. harmful to our 
financicl markets and monetary system. In the affected Middle Eest 
oil ond capital-surplus countries, any restricticns on their investments 
abrond would probably be accomp-nicd by rostrictions on the cutput of 
oil. Obvviously, if the income of cil producing countrics were to be 
“sterilized", it would be more advantageous and completely rational for 
them to limit their cil experts. This would then further oggravate the 
world cil supply situation. Howover, controls cver the level of oil 
production are unfortunetely likely to be introduced anyhcw, even withcut 
any hostile political cr econcmic motivation of the producing countrics, 
for reasons of concervation end wise rescurce management - at lesst in 
some of the major oil producing ccuntries - and certainly es soon ss 

L their reserve-to-production raticn begins to declins significantly. 
4 recent prenouncement by the Snudi Arabian Minister of Petroleum has 
clearly suggested such a course of action. Interestingly, his statement 
> was coupled with the suggestion that in order to essure continued 
supplies, ofl imports from his country be given « privileged pos iticn 
in the U.S. market. 


4 Some of the major Middle Enst producting ccuntries will thus be- 
r come two-pronged power centers; both as a supplicr of cil ond as an 
: cccmmiater of capital - with the latter further strength- 
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om their control of an abso}: ee 
‘Reeder. = which, be combined ncticns of OPEC =a : 
Ps bt a ne the planned huge increases ; 
Y » the latter sole) itself - 
“y thes aes eee Power. Moreover, by 2 A irae o 
i te Sey a commodity basket index, any changes in currency | 
atues as such will not affect their actual purchase or investment 
pa There is little doubt thet this accumulction of oil 
4 and of money power - obtaince so to speak like menna from heaven, 
; and, at least for the time being, not accompanicd by any i. 
a substantid contribution in Political, managerial, cr technical 


*, competence - would bring with it tremendous and lopsided shifts 
in the balance of power of a potentially explosive character. 


Not the least of the dangers posed by this extreme con- ; 
centration of cil power and ‘unecrned' money powor is the 
> pervasive corruptive influence which such concentreticn is nearly 
‘ inevitably going to have on pelitical, cconcmic, end commercial 
| actions and behaviour in both the relatively primitive and un- 
cal sophisticated societies of the producing countries and the advanced \ 
4 societies of the dependent industrisliscd nations. Lust for 
immense power which is there for the asking and greed for money 
in unheard of amounts could easily corrode part cf their - as 
well as our - political and social structure. 


There are further complicating factors that must be taken 
into account in any assessment of the future dependability of the 
area as the centre for oil and money power. Within the area 
itself there are many deep-seated conflicts such as those of 
Iran versus Iraq, Iraq versus Kuwnit, Saudi Arabic versus Oman and 
Abu Dhabi, Libya versus the traditional Arab countries, and so on. 
Also there is an underlying rivalry between Iran and the Arab 
States of the Gulf for hegemony in the area, which msy sooner or 
later erupt into en open power struggle implicating also the 
communist and non-communist «llies or sponsors of the various 
Middle East countries. In addition to these conflicts within the 
area, there are, of course, the percnnicl dangers and potentially 
explosive implications raised by the Israeli-Arab issue. 


All these actual or potential ccnfrontaticns also fundamentally f 
affect the producing operaticns and govermment arrangements of the i 
cil companies. When the activities of the companies extend to 
several of these countries, they will most likely be drawn sooner f 
or later into any local area conflicts. Morcover, the producing 
countries will hold them responsible for their home government 
policies and expect them to support the producing countrics 
political, strategic or economic interests. The companies will 
‘necrly inevitably be asked to match eny arangcacnts which either 
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their affiliates or ony of the other international oil companies 
(or sometimes even any newcomer compsny) make with governments 


lead - in the case of different Kinds of arrangements on the 
two sides of the Gulf - to endless escalations ond no end of 
trouble. This is exactly what is happening as a result of the 


simultaneous negotiations on Participation with the Arab nations pn 


the one hand and on a differently structured deal with Persia on 


the other hand - and also in connection with developments in Iraq 
concerning the nationclisation of the Iraq Petroleum Company. 
4ccordingly, the outcome in Iran and Iraq, any potential reper- 
cussions on the Participation agreements with the Arab countries, 
and especially whether or not and, if so, how long the companies 
will be able to keep any equity interest in their vericus oil 
producing arrengements ere, as of the time of completing this 
manuscript, still undetermined, 


Finally, it must not be forgotten thet none of the naticnal 
governments is really stable end that the sccieti 
still largely backward; the 


etics involved are 
re are always scricus doubts whethor 
any existing arrangements would survive the end of 


any current regime, 


V_= The Limitations on Oil Companies in the Producine Countries 


In the light of developments in the major cil producing 
countries as previously described, there is no doubt that the 
position of the international cil companies has undergone a most 
fundamental change, with tho participation arrengements high- 
lighting, but not fully describing the underlying metamorphosis 
in their functions and power relationships. 


if for a moment we refer to the publicly stated intent of 
what the producing countries have set out to achiove, it is clear 
that participation, if all the arrangements were ratified and pout 
hold as negotiated in 1972, is mainly a device through which ¢ ride 
so to speak, smoothly and by errangements with the Spt lie ry , 
oil companies plan to obtain complete control over their countries 
total oil operations. 


repr grand des’ by the producing ccuntries to forge 
an Sar bre oil Sonatas in which the producing countrics, 
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4 while pursuing the 
ir nati 2 
take advantage of the eres would still be able tc 
copebtl=aes and the technical lace! — Hagcenpay the investment 
8 is reflected ehew of the cil companies. 
of Mr. Yamani ar most succinctly in fhe prcnouncements 
a whole approach ite — frabian Ministcr of Potroloun. His 
as 1968, ena teena ret et ee eeantion, as stated already in 
, i@ oil companics we c Fe 
i oe 2 te Natural allies of ee sicsre comucens Ai 
noel cnattety a eo aaa of the 
with that of ae eile me a. oe ies shou combined 


(1) pretect the concessions from naticnalisation by providing 


an enduring link between the oil companies and the producing 
countrics; 


{ (2) gain control over the ofl operations while maintaining the if 


flow of foreign capital and expertise and cbtaining marketing 
| cutlets for the output; 


(3) prevent competition between producing countrics as sellers 
cf crude in open market, which would losd to a drastic drop 
in prices and producing government revenucs; 


(4) maintain thereby price stability, and through the 
implementation of participation cven socure on immediate 
increase in world crude oil prices from which the prod- 
ucing countries would benefit; 


(5) achieve through this combinaticn « position of influcnce 
in the oil markets; 


(6) make it difficult for any producing country to insist on 
an ‘abnormal’ increase in production. 


As the Kuwaiti Finanve and Oil Minister plainly put it, the 
true comnctations of participation are nationalisation or takecver. 
“What we called phased participation is in fact phased national- 
isation. This is precisely the situaticn ond its implications." 


It must be clear that oven thcugh tho producing countrics 

will start initially with o minority ownership, thoy will have a 
powerful voice on investment, production levels, size cf exports 
and their destinations. As a corporate partnas representing et i 
the seme time the sovercign, they posscss all the power they need * 
to control and direct the companies on all phases of the operations k 
in the producing country and probably even on many phases of their P teeta k 
operations abroad, holding their local interest in cil production 
as hostage. 


Notice: This material may be protected by copyright law 
(Title 17, U.S. Code). This copy may not be further 
reproduced or distributed without the specific 

i of the Hoover Institution Archives, 


ae 


et Bo ar 


In the immediate future, the bulk of the new participation 
oil will be bought back by the foreign companics for disposition 
through their own cutlets and their profits on the resales 
together with componsation payments and the investment con- 
tributions of the new national partners will, to begin with, 
at least tend to protect their cash flows. But by 1976, the 
Proportionate share of the quentitics offered back by the national 
oil companies to the foreign companies will probably have declined 
substentially. As the Teheran agreement on government oil revenues 
terminates at that time, large new demands against the companies will 
undoubtedly be made then, and possibly even bcfore, 


In any case, the national oil entities of the various producing ’ 
nations will in due course become practically the largest suppliers 
of ofl = only somewhat delayed by the phasing out of 'buybacks' by 
the foreign connessionary companies. They will thereby exercise 
tremendous market power through their terms of sales. In the 
meantime, they will apparently attempt to use their private 
company partners, whose interests they would try to tic up 
inextricably in joint production ventures, to assure market 
stability. 


Perhaps sensing this, am American top executive of on 
international oil company in an carly statomont on Perticipation 
demands said that the key role of the international oil ccapanies 
to satisfy the needs of both the producing and consuming countries 
is 'best performed when the commercial enterprise is freed from 
the pressures of conflicting ideclegies end of the clashing 
political systems. These differences inevitably crise when 
governments cf producing countries have a direct participation in 
running the oil industry or when government to government nog- 
ctiations are substituted for the company bergaining with the host 
government.’ The commercial fromework of cperaticns “would be 
subverted if we were to adopt an alternative cf serving either 
group of nations exclusively" A top executive of one of the 
largest European international oil companics stated that 2 position 
of 51% participation by the producing countrics would be “almost 
intolerable" as the oil companies would have cimost cll the 
operating responsibility without any freedom of investment and 
without control of production levels. 


Subsequently, another top executive referred more positively 
to the Ti Sactininakian agreement with scme of the oil Producing 
governments in the Middle East as an exomple cf building. more 
stable future relationships’, though he conceded, I won't pretend 
this wes an casy adjustment." However, he added, ‘We beliove 
that we now have a new basis for aoe pene ara ay oni 
needs of both consuming and produc: countries. 4 
time, we ues maintained the essential intermediary role of aioe 
private international cil companies as the most ee are oe hs 
for the production, transportation and distribution of oil products. 

z Se. =e 7 a 
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producing countries and 
realistically be depended on. A cold-blooded assessment of ta 


real xr relat: 

a i ees er ot ompeny ee 
its ofl production on whi h the continued operations se Ao Na 
stream and downstream facilities are completely dependend is now 
or will soon be under the effective control of the producing 
countries, At the same time, the producing countries will 
probably deliberately arrange their and the companies’ affairs in 
such a manner that the industry's single most important after-tax 


profit centre will, as in the past, be located in the producing 
countries. 


There is thus very little doubt about the change in the role 
of the oil companies from a buffer and bridge between producing and 
importing countries to what may in fact turn out to be thet of 
junior partners of the producing countries. The oil companies 
would thus be unable to continue to act as an independend-inter- 
mediary commercial force in international oil relations; instead 
the producing countries would tend to treat them as service companies 
under their control that would undertake admittedly essential world- 
wide logistic, technical, financial, production and distribution 
operations. 


What we are facing, therefore, is a subtle - or even not too 
subtle - shift of the major centre of power over international oil 
from the home countries to the producing countries. Whether the 
companies, like it or not, they would be compelled to protect their 
huge interests in the producing countries by edjusting and co- 
ordinating their policies end actions in accordance with the 
directives and policies of the producing countries, hoping that 
nevertheless the pattern of their operations in their home countries 
ond the importing countries would not be seriously upset. 


The role which the oil companies will be able to play in any 
of their future dealings with producing countrics concerning oil 
production ond its availability to importing countries as well os 
with regard to future tax payments, is thus inevitably severely 
circumscribed. In the light of present power relationships and 
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national companies are their partners and will in due course 
acquire the controlling interest in their operetions. Morcover, 
they will have to argue that as long as they are able to secure the 
availability of supplies to importing countries - even at steeply 
escalating costs - they also serve the interest of their customers 
by not risking a confrontation that could lead to interruption of 

. supplies; and as long as the companies are able to recoup such 
costs from the consumer, they would also protect their own commercial 
viability. As one top executive of one of the largest European 
international oil companies pointed out sometime ago, “Pressure from 
the producing governments on costs is something we can live with, ra al 
provided we are not at the same time denied freedom to move prices pr. 
in the market so as to maintain a commercial margin of profit." 
It is obvious that in such circumstances the importing countries 
and home governments can simply not afford to remain passive. The 
companies, as private organisations and under the terms of reference 
applicable to commercial corporations, cannot possibly be expected 
to carry by themselves the burden of pretecting not only their own 

H interests but also those of their customers. 


There are thus serious doubts whether the kind of negotiating 
problems we are facing now can be handled effectively solely through 
a@ common posture of the companies or by any other kind of inter- 
company arrangements. The approach followed in earlier negotiations, 
when most of the oil companies with foreign production negotiated 
as a group with OPEC producing countries as a group on matters that 
would vitally affect the tax-paid cost and oil supplies cf about 
every oil importing country of the Free World, must thus be sub- 
jected to a most searching review in the light of the present 
realities of the power structure of international oil. In particular 
it would appear that a broad understanding on energy policy among ; 
the various importing and home governments involved is absolutely 
necessary to avoid or at least to contain unrestrained use or misuse 
of bargaining power by the oil producing countries to impose 
excessive demands on the international oil trade. 


VI_- The New Role of the Oil Companies in Importing Countries 


Before reviewing the absdlute necessity for a co-ordinated if 
not common approach of the Atntic-Japanese group of nations to 
their energy problem, we may appropriately enalyse the changed role 
of the oil companies in importing countries. 
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Wo: 

ie conan their predominent investment position in all 

pes aveciatsmrer cil industrics, They will also represent the 
evar ee single source of crude oil supplies, evon though 
miter ne mg quantities will be sold in the international oil 
incernational ol coment wil saloons epee 

most important ecabeeeuernd to Pend Sdncnale ican coetoctagst 


rsified exploration, to t 
and to expanded upstream and downst: aehitt rp Rete ig 


ream investments. The logistics 
of their worldwide operations will be invaluable to the importing 
as vell as producing countries. 


Nevertheless, the internctional oil companies and equally 
their home countries, especially the United Sntes, are now facing 
a tericus lack of confidence by many of the importing countries 
noc only with regard to their supply capabilities but also with 
respect to their intentions and concerns in so far as they may 


ralate to the protection of the interests of their worldwide 
customer countries. 


A course by the United States that would, through the ex- 
ploitation of its domestic energy resources, lower American dep- 
endence on Middle East oil and thereby reduce the competitive be 
bidding-up and depletion of Middle East oil reserves would, however, 
be a constructive contribution to the oil position of the Free 
World. Such a policy should thus be recognised by Eurcpe and Japan 


as an integral part of a broader approach todl issuce that are 
the common concern of all. 


But beyond that, the United States has additional possibilities 
to put - so to speak - a first mortgage on scme of the richest oil 
resources in the Middle East. Saudi Arabia controls by far the 
largest known reserves developed by American oil companies; and the 
Saudi Arabion Government has already evinced its interest to 
conclude special deals with the United Statcs for increasing oil 
deliveries. No doubt, Iran would be keen to do likewise. < 
However, any acceptance by the United States of a preferred treat- 
ment as 2 customer for Saudi Arabian and Iranion oil would be 
extreely disruptive to its relations with other importing - and 
for that matter - producing countries. 
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° compan: I ests that the Common Market conclude 
Pristontt pe aie ee in return for co~operation in the 
producing countriog' development plans, to pxvent a supply 
monopoly of the major international cil companies, especially so 
because American and European interests ar not identical. 
Positions expressing similar reactions have been taken by several 
other major importing countries, 


This provailing fenr is Perhops best summarized in a 1972 
draft recommendation of the Western European Union which was 
unanimously approved by thet body but apparently not endorsed by 
the Council of Ministers, 


".e8 much. of the of] imported by Eur-pe is shipped under the 
fmerican flag. The Middle East oil questicn is therefore mainly 
& commercial matter for the United States, 


For Western Eurcpe, on the other hand, it is o vital matter 
and the interests of consumers do not tally with the interests of 


capital of petrol companies by the Arab Stetes or even national- 
isation would not necessarily be a catestrophy for Eurcpe. 


A European oil policy should take eecount of these factors 
nad in no case be linked with the international oil companics, 
This means Europe could reach “greement directly with oil- 
Producing countries, help them to devolop a national sil industry 
ond purchase the oil thus Produced...... Eurcpe has no interest 
in becoming involved in a vain conflict for defence of the oil 
companies; its interest is to collaborate closely with the Arab 
States. 


The disadvantage of such a policy might be to make the 
European market over-depondent on the Arab States. But that is 
already the case since the Arab countries con cut off supplies 
of ofl to Europe whether it Passes through the international 
companics or is supplied direct..,." 


Individual European ccuntrics and Japon in those circum- 
stances might thus be tempted to cutbid each other in an effort 
to curry thereby special favours with Middle Eqst cil prcducing 
countrics and to secure a privileged pesition for themselves. 


But whatever their motivation, the national companies of 
importing countries will, in any case, greatly expand their 
foreign supply operations. While such diversification might or 
might not provide a modicum of scne edded supply security, it 
should be noted that any new such ventures would be subject 
to fundamentally the some kind of Political and economic risks 
as those of the international oil companios. ‘There may be some 
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benefits in reducing certain con 


Z it to refer only 
geria or for thet matter tc the 
threatened expropriation of Belgion-held pr ducing interests in 
Egypt because of Egypt's disapproval of the Congo policy of the 
Belgian government. 


Also investments by the producing countries downstream in 
importing countries are unlikely tc take Place cr to be permitted 
on a@ really massive scale; but even if this should occur, these 
investments are unlikely tc provide a much higher degree of oil 
supply security if the producing countries for reasons of their 
own should decide to withold 


oil supplics. Their dowmstrean 
investments would not constitute on effective hostage in the hands 


of the importing countries because the latter's continued dependence 
on oil supplics would be of much greater urgency than the threat 

of expropriation, or the loss of current revenue from such 
investment would be to the producing countries, 


Moreover, foreign crude secured by & national of1 company of 
an importing country would most likely be given < preferred 
Position in the home market. If such arrangements were to become 
an essential part of the total supply of fn importing country, 
its dependence on what would most likely be « rather limited 


number of sources of oil imports would make it even more vulnerable 


to interruption - and to unilaterlly imposed cost increases that 

it would then be compelled to absorb within its ow economy. If 

the importing countries would follow 2 course cf "go it alone’ in 

a ‘scuve qui peut' spirit, cach one of thom would elsc become the 

target for potential Political and economic blaclsnail, such cs 

some of them have already experienced. They would run the grave 

risk that their policies and actions would be subverted by con- 

siderations of securing or protecting their access to foreign oil; 
ultimately such an approach will Prove to be futile, ond the price > 
for the oil and the political or sther terms under which it could 

be obtained might easily become untenable, " 


Obviously continuous process of yielding valid rights, not of 
through genuine bargaining but under threate dy the producing 
countries, and a general posture vf subservience by the oil 
companies and the imp-rting ccuntries - as has occurred in recent 
international oil ‘negotiations’ - must undermine not only the 
Prestige of the importing naticns and of the companies but equally 
the respect for any arrangements concluded with them. Only a 
co-ordinated approach to energy policy by the relovant importing 
countries could really prevent such harmful consequences. 


She 


VII_- The Interests of the Home Countries of the International Oil 
Companies 


: The change in power relationships affecting the operations of 

the international oil industry also has a far-reaching effect on the 
Position of the companies in their home countries. The interest of 5 
the home countries in their international oil companies have in-.the 

Past centered aroung their supply capabilities for their own country 

and its allies, their support of the power position of the home ~ 
country that was implied in control over international oil resources, 

the contribution of the companies to the balance of payments, and the 
essential role the companies played in meeting ever-increasing 

worldwide oil requirements. 


Let us briefly review the changes that are now occurring in the 
case of the two most important home countries, the U.S. and the U.K. 


The ability of the companies to provide secure supplies because 
of their investment in foreigh oil is now no longer absolute and 
assured. Experience during the first Suez Crisis in the case of the 
United Kingdom and France and during the Six-Day War in the case of 
the U.S. and U.K., has shown that even U.S., British or French 
controlled foreigh oil could be and was - even though for a short 
period only - embargoed for shipments to the home countries. While 
in earlier years tha United States was only a marginal importer of 
Middle East oil, in contrast to the U.K., in future the United States 
will become one of the largest single importers of such oil. On the 
other hand, with the development of the North Sea resources, the 
United Kingdom - if it could under Common Market rules effectively 
reserve its domestic oil production for its own use - might be able 
to achieve a very substantial lessening of its dependence on Middle 
East oil imports. 


The same questions hold for the extent to which Anglo-American 
ownership provides supply assurance to our allies. As a matter of 
fact, some of our allies fear that American ownership of foreign oil 
might endanger their supply if there should be a political conflict 
between the United States and the producing countries. 


In the past, control over the international oil companies could 
be and was used as a political instrument by their home countries in 
their relationship to importing countries, such as the United States 
apparently did during the first Suez Crisis or say for oil trade with 
Cuba, and so on. This possibility, to use the wntrol over foreign 
oil for political-strategic purposes of the home countries is 
disappearing fast. It is the producing countries which now claim 
the power to supply or withhold oil for their own political and other F 


interests. 


tribution of the international oil industry to the balance 
of Pd or their home countries is indeed substantial; but rela- 
r a < Oo) . Un d Kinedo han oO} h in d 
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é 
States. In the fut : 
the continued need eer with large increases in U.S, Ph 


In sum, therefore, the fundamental interest £ the Un 
is moving somewhat closer to that of an oil importing easy Set the 
other hand, the U.K. might for the reasons cited above perhaps, in a | 
narrow definition of its self-interest, pay more attention to the I 
profit pattern of its companies from internationcl oil operations. 


H There are, however, most important additional qualifying factors, 
5 affecting the security position of the home countrics and especially 

the United States with regerd to their oil supplies - independent of | 
: their position as home countries of worldwide oil companies. 


What is relevant now is not so much any influence which the inter- 

4 national oil companies may or may not be able to wield in producing 

1 countries, but the interest which producing countries have in main- 

. taining an effective relationship with the United States. After all, 
ted the United States is the most important political, economic, and mil- 
itary power of the Free World which, incidentally, also presents the 
highest priced and one of the largest markets for imported oil. This, | 
above all, explains Saudi Arabia's and also Iren's interest in trying i 
to conclude special oil supply arrangements with the United States - ? 
not the investment of U.S. oil companies in their country, which, as 
far as Iran is concerned, would anyhow be a minority interest. More- ie. 
over, the United States offers the most importent potential outlet for ‘ 
their capital investments, and constitutes one of the largest sources | 
for capital equipment, consumer goods, and ailitary herdware; it can 
provide its customers with the most advanced technology. 


Finally, the United States is the only power that can effectively 
assure protection against communist - Sovict as well as Chinese - 
external and internal incursions. It is the one country which the 
traditional regimes of the two most important oil producing nations of 
the Persian Gulf - Iran and Saudi Arabia - beliove they can depend on 
for the maintenance of their governments against subversion, and also 
for the security of the Persian Gulf aroa. 


In the light of the U.S. possibilitees for developing its domestic 
potential in conventional and non-conventional hydrocarbon and energy 
resources, and its opportunity for establishing a special oil reletion- 
ship with the two most importent Middle East oil producers - Saudi 
Arabia and Iran - there is little doubt that if it would ever so 
desire, the United States could go it alone. ; 

z sam : is 
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ted Kingdom as mentioned above, will after the development 
of Parte Sea oil fields be less dependent on Middle East oil than 
any of its Common Market partners. It wes, novertheless, apparently 
the U.K., in the Parise Summit Meeting of October *72, which was 
pressing for an carly formulation of an energy policy for the Comsun- 
ity guerenteeing certain and lesting supplies under satisfactory 
economic conditions. 


This policy suggestion must be evaluated within the centext of 

j today's stark realities; that unilateral and diverse policies of the 
various European nations and of Jepan cannot provide real supply 

security or contain the financial problems connected with the inter- 

national oil trade; that the international oil compsnics can no more 


But the ultimate interest of the most important Producing coun- 
tries in the Middle East that have not fallen under Soviet domination 
is bound to romain the Protection of their independence and that can 
only be achieved by close and friendly relotionships with the United 
States. The United States will thus continue to be the dominant 
factor in world ofl, not because of the forcign ofl interests of its 
companies, but primarily because of its standing in the world balance 
of power. An ener y policy applying solely to the Community would, 
we submit, be only the first step towards a really effective policy 
that must encompass the Atlantic group of nations ond Jcpan, 


VIil - The Need for tlantic-Japonese Ene: Polic 


Beyond doubt, U.S. relations with Europe ond Japan are in dis- 
array. There are many outstanding unresolved problems on defense, 
burden sharing, trade policy, the whole range of monetary issues 
including currency realignments, capital flows, and so cn. 


Perhaps instead of establishing o grand design which would 
encompass a resolution of all major contentions and arecs of conflicts, 
it might prove to be more fruitful to Pragmatically on on 
issue-by-issue basis and try to tackle first thosc problems where 
the chances of on Atlantic-Jopanese policy, or < least of an agreed 
seem to be most promising. Inci- 

Market 
joint effort, 
aad hee 2 re, 
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of the future energy 


most important issues confronting not only eee rae mr 


‘ch of them individual] 

Obviously, an energy policy Ys 
to the Atlantic nations but must include tocota = a . een 
interested parties, & ° e@ major 


What is likely to induce the veri 
rious countries to agree to co- 
operation and mutual adjustments is the existence of a pain outside 


threat to their security and pro 

sperity, resulting from their depen- 
dence on oil supplies from a fow foreigh sources coupled with he 
potential danger of a flood of foreigh funds that could harm their 


own economies and the world's monetary system, 


The weak and unstable foreigh political societies where the 
world's oil and money power centers are located could, for reasons of 
their own or stirred up by the potentially adversary policies of the 
Soviets and even perhaps the Chinese People's Republic, create great 
difficulties for the various countries of the Free World. The United 
States as well as the United Kingdom would - shortsightedly to be 
sure - by themselves probably be able to resolve their energy problems, 
partly at the expense of other importing countries. But as mentioned 
before it is to the United States, more than any other nation of the 
Free World, that pivotal producing countries look for their political 
and strategic security; and this advantage could rebound to the benefit 
of all oil importing countries. Neither the Common Market nor Japan 
alone or in combination could provide a comparable total package of 


advateges for the political, strategic, and economic well-being of 
the major Middle East oil producing countries. 


If, therefore, the United States abstains from any sttempt to try 
to obtain unilateral benefits, however shortlived they might prove tc 
be, and is willing to participate in an energy policy in a new Atlantic- 
Japanese partnership, it might cherby provide protection for its 
partners against potentially very serious oil supply emergencies. 
Obviously the latter too must thon forego the temptaticn of looking 
only at their imuediate self-interest without regard to others; a 
policy that they could in any case not pursue successfully over any 
period of time. Only then would it be possible for the importing 
countries to pursue a rational policy for their energy imports and 
avoid bidding against each other or being played against cach other 
with ever escalating political and economic demands being made upon 
them, Only then would it be possible for Atlentic-Japanese and 
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of our partnership, but will even further encourage arbitrary and 
dictatorial demands of the producing countries. Moreover, as some of 
the producing countries accumlnte large surplus reserve funds, it 
might become much more difficult, if not impossible, for the import- 
ing countries to influence theiz policies. 


It would appear therefore that Europe and Jepan need something 
from the United States which is in the interest of the U.S. to give, 
i.e., its adherence to a coordinated Atlentic-Jepanese energy policy, 
in, as the geme theorists would call it, a positive sum game through 
{ which all sides would gain. This would provide the most persuasive * 
basis for an agreement on a joint policy under which common problems 
could be resolved to the mutual advantage of all partners. 


Needless to say that this should not imp that eny of the part- 
ners should necessarily be inhibited from pursuing separate diplomatic 

: and economic initiatives within the broad spectrum of developing 

| Middle East relationships and within the fromework of an Atlentic- 

' Japanese energy policy. 


The OECD Oil Committee has for many yeers served as the most 
significant international orgenization encompassing the Atlantic- 
Japanese group of nations, providing « basis: fer the exchenge cf 
information and coordination and also fer expert enalyscs on oil 
develcpments relevant to its members. Most important, it has estab- 
lished policies for emergency stcckpiling an¢ within certain limits 
for the emergency epporticnment of ofl supplics in the CECD Eurcpean 
area; and during oil omergencies it has in fect sorved as a clearing 
bedy to achieve an equitable division of available supplies emong 
its members. 


ae oo 


The Common Market is presently engaged in a slow ond difficult 
effort to establish an energy policy for its members, that would 
secure certain and lasting supplics under satisfactory eccnomic con- 
ditions. But in the framework of the Common Market, even including 
Britain with its large interests in world oil, national policies of 
the individual members could severely slow up the establishment of o 
Commmity policy, es long as there is no overriding conviction on 
the part of its members that the Commmity countries in combination 
would decisevely add to their individual political and strategic 


bargaining strength. 


In the light of the changed power relationships of tcday, an 
"- ; effective eee policy of a now Atlantic-Jepanese partnership ara 
inevitalby go further than either the CECD of the Common Market 
advanced so far. Obviously, however, such « policy would build on 
as | the valuable achievements of the OECD and the Comaon Market. 


mh. Fortunately there is, to 2 varying degree to be sure, 2 substan- 
; ticl consensus of the noed for 2 ecordinated or even joint approach 
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The United States, 


in 2 1972 stat 
Meeting, officially expresse- ement before 
"It is imperative for the as Fe orate for such cooperction, 


forms of energy to toke joi Jer consumers “cf oil and othe 
mt ond 5 actio 3 
to increase the availobiltty of ae Satine emycagall 
lessen, to the degree possibla an ypes cf energy resources; to 
Middle ‘Easke es a everdependence on oil from the 
’ coordinate the response of consumine 
restrictions on the 1 Pre aee cm xtae to 
ioinele toe ee Sl cee pai Petroleum, cnd to develop 
cope ensible progrem of uction to me e 
pee acy of critical energy shortages by the end 2f this Mecca 
© OECD itself is again ongeged in a study of the world cnorgy situa- 
tion, hopefully leading to concrete recommondations for actions by 
the member governments. The Common Morket Commission considers it 
necessary to substitute or extend linison in the onergy field between 
the Community and other erergy importing countries in »rder to provide 
a better exchange of information and produce common solutions. 


om OECD Council 


Jopon through its Overall Energy Council, on advisory body to the 
Minister of International Trade ond Industry, recommended in 1971 
that, while it was necesscry for Japon in orcor to assure stable oil 
supplies at low cost to behave independently of ony foreigh influence 
in all -spects of her oil industry activities, it must coopernt- 
with other consuming countries. “To this end it ic neccssary for 
Japan to promote with them and their nationel cil companies exchange 
of information and mutual understanding ond to explcre possibilities 
for constructive cocperation on the port of oil consuming countries 
toward the formation of on organization in which delates are held 
omong the countries with international oil cctrpanies and che oil 
producing countries on the basic policy ¢ mcerning the world oil 
situation." As the Natural Resources Survey Vission, sponsored by 
the Japanese Foreigh Office, put it in its report published in 1972, 
Jopan must engage in active participation in international cooperation 
with advanced countries on cil matters and “must refrain from being 
passive as has been the case thus far. It must take full advantage 
of opportunities such as an OECD Oil Committee mecting where indus- 
trially advenced nations mect, through which Jopen cculd clarify her 


oil p-licy on international cosperation before the CECD member 
countries." 


Building on this awareness of the energy problem by all the 
importing countries and their consensus on the nocd for joint dis- 
cussion, coordination, or actions, as the case may be, we will now 
submit our suggestions for an cnegsy policy f= cn Atlontic- 
Japenese partnership. 


NS an 
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IX _- An Outline for an Atlortic-Japenese Energy Policy 


The major goal of an energy policy for a new 4tlantic-Japanese 
partnership must of course be to try to cope with the common problems 
of the security of oil supplies and the financiZl issues related to 
it. While nob dy can gucrantce that such a prlicy will lead to a 
completely satisfactory resolution of all the prooloms, it should at 
least be possible to contain the®, future bargaining in international 
oil would no longer be lopsided, i.e., between the pr:ducing countries 
as a group and the cil ccmpanies (be they the internationals or the 
national companies of importing countries) with the latter “negotiat- 
ing" under the threat of being treated as virtualiy the captives 
of the producing countries - but would also ongage tho extreordinary 
political, strategic and economic power of the Atlontic-Jepanese 
group of nations. 


If such “countervailing power‘ to CPEC should really become a 
factor in international ofl, which indeed it must, there is some 
reastrclie hope that international oil and financicl errangements 
could be set up on 2 rational and manageable besis; and that OPEC 
would no longer be able, as Mr. Yamani put it in October 1972, through 
its coordination and unity tc “prove time and time again that it 
can enforce its demands". 


Some fear has been expressed that such a grouping of oil importing 
countries might unnecessarily provcke a confrontation with the producing 
countries. But circumstsuces have significently tipped the balance 
of power during the last few years. It was the producing ccuntries 
which, through the establishment of OPEG created a producing countrics' 
orgenizaion which as a group formulates policy guidelines for major 
producing countries and through the threat of withholding supplics 
to companies that would not submit to its demands and through other 
means, provides enormous power and overwhelming bargaining leverage 
for each of the producing nations. Moreover, the Crganization of 
Arab Petroleum Exporting Countries (OAPEC) has stated its intention 
to establish official relations with ccuntries of the EEC, either 
collectively or individually. To this purpose, it announced in 1971 
that it is setting up a committee te coordinate the relations of its 
member countries - in the Arogion Gulf, represented by Saudi Arabic, 
end in North Africa, represented by Libya and flgeria - with the 
EEC countries. 


The subject matters to be covered by the energy policy could 
perhaps be put under the following broad categories: 


1. Study and review of energy demand end supply including 
tanker, pipeline, and refining availabilities. 4 progrem for 
optimum diversification of supplics. 


Procrem fcr the devel 
eo spe os 2 op- 
non-conventional sources, especially of atomic energy and fede 


3. Investment review and nati 
onal cr multinatio 
and guarantee programs for the development of ne ype pee ac 
energy resources, ; ae 


4. Review of arrangements by imnorti 

r ng countries 
from producing countries, be it through purchases, service contract 
arrangements, concessions or otherwise. The ostcblishment of broad 
terms of reference and/or of paramet 


cers for orrengements, ac tal 
to importing countries. re ua” 


for cil supplies 


5. A program of arrangements for stockpiling, rationing, and 
equitable sharing of import availabilities between all members in 
case of an overall or specific country emergency. 


6. & coordinated and/or jcint research progrem on conservation 
of energy and on its implementation if called for, including research 
on battery-powered cars, nuclear fuclled shipping, savings in motor 
car transportaticn, etc. 


7. Review and coordination of programs of economic development 
and technical assistance for producing countries. 


8. Review of prices, costs und balance of payments effects of 
oil imports cf member countries and else of devcloping ccuntries. 
A program of arrangement for support and cdjustment if called for. 


9. Review of government revemies of major cil producing countries 
and of their impact cn world trade, world capital flows and short- 
term money markets; and a proegrem of financial ccoperation - if 
called for. 


10. <A review of the dependency of Middle Rant producluy countries 
on the exports of industrial and agricultural goods end of military 
equipment, on shipping, services, technical knowhow, etc., from the 
Free Woradd's oil importing countries; and a continuous assessment of 
mutual interdependence and of the means that might be available to 
cope with an oil supply, trade, or finance emergency. 


The administration cf the onergy policy might conceivably be 
entrusted to a specicl now high lovel International Energy Council, 
composed of member states with o top level permenent staff with 
generally recognized and incontestable professionni and pracitcal 
experience. The timing and method of its establishment, its organ- 
izational structure, the range of its executive and/or advisory , 
powers, the procedures on voting and th rules = 
and n of its r 
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international negotiations. It will, obviously, be very difficult 
indeed to achieve any such agreement; but it may well be the only 
remaining chance to <uisope to soiigucd the -nterests of the im- 
porting countries, the home countrics and those of their oil companies. 
Whatever,the odds, it rmst certainly be tried, and there is no. time 
to be lost. 


The above proposal presents cf course only one of several possible 
“cy policy and its implementation. 


approaches to on Atlentic-Jjopenese 6: 
In particular, a great deal of thought 1 
problem of whether or not it would be feasible ond advisable to re- 
structure the present ONCD Of2 Cc: ee or its Hich Level Committee 
so-that the conclusion and implementaiion of an Atlantic-Japanese 
energy policy could be handled within the framework of the Committee. 
While this might requizs: 7! <inl changes in the powers and 
functions of the OECD Oil Cc: t might perhaps be more ex- 
peditious and easier to reach an ugrecucnt on « revision of the terms 
and conditions governing an existing internctional organization 
concerned with the oil policy.cf importing; countries rather than to 
start from scratch and try to establish a complepely new inter- 
national body. 


ms 


ebvicusly be civen to the 


The competence and functions of the Internetional Energy Council, 
however it were to be set up, as well as those of the member c-untries 
and those of the oil companics, must of course by clearly delineated. 
The policy framework established by the Ccuncil would set the limits 
within which the countries as well as the oil companies would handle 
their affairs, taking into account thetr changing rosponsibilitics 
and capabilities. 


At the same time i+ 
protecting the supply + p Ss countries through 
encourgsing the developme es, diversification, 
investment incentives, research, assuring sufficient tanker and . 
refining availability, etc. Through stockpiling, ccoordintti-m: of 
rationing policy, and especially through on omergency import-~ 
sharing agrcement among all rmoahtea, on ofl embargo by producing 
countries against selected countries would become much more difficult, 
if not practically impossibic; in such circumstances the producing 
countries would have to be prepared to cut their ofl supplics to all 
member countries - with unpredictable, dangerous conscquences to then. § 


effective basis for 


The conclusion of an effective arrangoment for emergency import- 
sharing between the Atlantic matics and Jopen would presuppose that 
each member country, incluJing of ccurse the United States and Japan, 
would be prepared to share with its pertners its ow import avail- 
abilities in on equitable serner on the basis of agreed upon principles, 
The establishment of substontial ra aoe pal ee by a various } 
importing countries, again i:.< luding tates Japan, : 
would provide them in case of emergency with time for possible supply- ; 
demand adjustments, for offorts to resolve equitably any underlying — 
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for initiating whatever meesures are required to protect their 


security. Arrangements on sharing of at 

piling oappliceble to all tative ce gee ince ae 
ship mey well prove to be the touchstone and provide the pay eae 
for a broadly conceived energy policy such as cutlined cbove: < 
may well be considered as the essential initial stop on which it di 


should be possible to achieve more ensil wis ar 
agreement. y en early international 


Likewise, a joint or coordinated policy on denling with 

trade, and financial problems related to cil would have the te 
to lead to rational ond manageable solutions of the very diffucult 
issues that are bound to arise. The pr-tucing countries could n 
longer, so to speak, pick cut consuming countries onc ‘y cme; OPEC 
itself has, in its own resolutions, introduced similar measures of 
solidarity among the producing ccuntrics. 


Moreover, the ccmpanics in their negotiations 
ments to producing governments which will c 
by 1976 - and which OPEC's Secretary Gene 
the next major issue - would no longer be as cxp sed t unilatercl 
dictates; as in the past. Their negotiating stance w uld be based 
=n broad terms of references such as recoamer or formulated by 
on Internaticnal Energy Council similar to the practice CPEC is 
applying in suggesting the basic pc sition fer producing countries. 
There need nc longer be. the hectic and somewhat impr vised discussions 
and confrontation between oil companies and producing ¢ untrics, < 
experienced between 1970 fehcran and perti- 
cipation arrangements, t ht adout by ultimeatums of the producing 
countries rather than throuzh genuine neg tiation. 


m prices and pey- 
up for revision latest 
clready described as 
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Under current conditicns, as pointed out eorlicr, there would be 
very li:tle if any bargaining leverage left with the ofl companics if, 
in their negotiations with the producing countrics, they were tc 
depend solely cn their own strength. Only « firm backing by all 
major oil importing countries c ld provide the nocessary counter- 
veiling power which would permit the cil companics to establish a 
credible negotiating stence. The companios, acting within their terms 
sf reference and within the framework cf o cocrdineted energy policy, 
could thus count on such becking that should enable thom to handle 
international oil negotiations end their implomentation. 


In this connection, an additicnal factor in the assessment of the 
respective bargaining leverage by either side would undoubtedly be the 
awareness that there is o limit tc which tho ofl ccwponies, together $ 
with the importing countries, could be held hostage by a threct to 
access to reserves in producing @untrics; that it might in certain 
circumstances be preferable to abendon the hostage and to turn oway - 
from the reserves and reappear as competitive buyers of crude from the 7 
producing countries. Since captive concession-holding compenies would J 
no longer be at their behest one might expect that OPEC unity would 4 
erode and that producing countries would eventually compete with each= y 
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other for export sales to the compenies whose purchasing pewer would 
derive from past investment in end current ccntrol over trensport, 
refining and marketing facilities - the power to dispose. 


The importing countries, through extending economic and technical 
cooperation to the developing producing countrics, should contribute 
to the advance in their standard of living, the diversification 5f 
their econanic activities and the expansion of their general import 
and export trade. Hopefully, the producing countries will in due 
course become such an integral pert of the world econcmy that they will” 
be much less tempted to take radical mecsures which might sever these 
links. If the dependence of the producing countries on continued 
cil revenues, flow of trade and friendly political and economic . 
relations with the Free World is such that they could not risk more 
than « very short interruption, then and cnly thon will the producing 
countries act with circumspection and probably be sufficeently dis- 
coureged from attempting to impose an oil cmbarg>. 


1 In particular, the producing countries would be constrained to 
exercise grent caution not to confront importing countries or their 
compenies - if firmly backed by all major impo g countr 
unreasonable demands if the tumncil resulting from a conf: tation 
is likely to undermine the regimes of the oil producing countries, or 
if they would have reason to fear that their actions might provoke 
dangerous international repercussions affecting their interrity and 
security. 


Morecver, the preducing countrics ore fully more thet if their 
relations with the major importing camtnics sh Gcterisrate gravely, 
they may have to rely on Soviet support, which not only could not 
provide anything comparable to the benefits they are enjoying from 
dealing with the Free World, but would also confront them with grave 
political and other risks. 


Obviously too, the more essential oil supplies from the Middle 
East are becoming to the rest cf the world, the more attractive a 
target would it offer for Sovict subversion and control. For the 
communist world, the concentration of oil ond money power in a few : 
smell countries in the Persian Gulf, at their back door sc to speak, . 
presents an enviable opportunity to attempt to undermine the political 
end economic strength of the Free World by “peaceful means" through 
encouragement of all the nationclistic and centrifugal tendencies 
that clready exist in the aren. However, ony sericw threat to Middle ; 
East oil supplies could, in such circumstances, casily lead to a i 
confrontation between the major powers. Only friendly relations with f 
n the Free World, that would include the United States, can hold the 
iC << Soviets at bay. A united or coordinated Atlentic-Japancse posture 


: the 
f a 6 with regards to oil provides the mot persuasive safeguard for me 
~ - security, prosperity and intogrity of the importing as well cs 
t= a producing countries. 
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What we are suggesting therefore, in proposing t 

of an Atlantic-Japanese energy policy, is Liye de pa em 
escalation of international oil problems, as a prelude to a confron- 
tation with OPEC, but it is, I believe, the only way to avoid confron- 
tation. Also, while taking account cf the ch-ncci role and power of 
the oil companies, it will strengthen them in thoir relations with 


producing ccuntires, rather than leave them and the importing 
countries ct their mercy. ed > 


This approach presents the most effective mcecns tc make obvious 
to ell concerned that the Atlantic-Japanese group of nations could and 
would not sit by completely passively if the flow of international 
>il and the world's monetary arrangements were 
arbitrary conditions or unacceptable politiccl 
The mere cwnareness that there ore practical li 
“Oil or Money Power" by the preducing countric 
the most effective deterrent to its misuse. 


>¢ jeopardized by 
a economic pressures. 
@ to the exercise of 
well prove to be 


There is 2 most urgent need for coordina’ 
by the Government of the United States togel’ with its Atlantic 
partners and Japan. Inevitably, = newly ¢ ished Atlentic-Japanese 
energy policy and measures designed to achieve optimum onergy security 
for the Free World would lead to a much greater involvement of 
governments in what had previously beon considered to de industry 
affairs, with all that this my imply. But there are no realistic 
alternatives, and the time for action is now, if not yosterday. 


ted planning and actions, 
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